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ENCLOSURTE

COUNTRY REPORT ON EGYPT

Report by the State—War—Nav§ Coordinating Subccmmitiee
for the Near ond Middle East

BACKGROUND
I. ANALYSIS OF THE SITUATION IN THE COUNTRY.

The basié econrmy of Egypt was not seriously arffected by
the wér. However, largely as a result of Allied miliﬁary
expenditurgs, Egypt cmergedas a creditor nation with sterling
assets of about 450 million pounds ($1.8 biliion). Historically
the ability to import hes depended chiefly on cotton, the ﬁains
export crop. Current economic welfare largely hinges on the

ability to export cotton and the world prices obtaining therefor.

_While a considerable number of infant industries sprang up

during the war, some undoubtedly will prove unable t0 withstand

foreign competition under more normal trade conditions.

Egyptris awzre of the need of industrialization to balance
the predominantly agricultural ecenomy snd to absorb excess
agricultural population. For the rirst ﬁime an Egyptlan
Economic Congresq was held in 1948, It proposed a program for
inaustrialization and the improvement of foreign trade., In
oddition, the Government hes come out with a five-year plan
entailing an éxpenditure of EL 26 million which is to be met °
fron'national resources. The .plan includes provision for-publlp
works, road building; druinnge and irrigation projects, public
health, education and social Welfare. The most importent '
development projects now contemplated for which foreign finandial
and teehnical assistance may bve requested are the hydro-electri-
fication of Aswan Dan together with a nitrate plant nearby

and a fertilizer plant in the Delta. !

DGSpiﬁe‘the need or foreign capital to facilitate industrial

development, there is substantial political pressure to adopt
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restrictive measures with respect to foreign. firms and foreign
capital. This political pressure is a phase of the sirong
natiénalistic movement within the country, and will retafd
active participation of forelgn private investment in Egyption
industry.

The present political situation in Egypt_is unstable., The
prevailiﬁg poverty of‘the majority of the populatidn, disparity
in the distributicn of wealth and inflated prices have combined
to produce an undercurrent of restlessness, which, fanned by
Communist‘infiltration,'tends to weaken the goyernment‘s
stability and effectiveness. The situation has been aggravafed
by the refusal of the leading party, the Wofd, to participate in
what it considers a “minori%j" governmené, insisting that new
elections should be held, Memberé of the ariqtdcracy and
foreigners who own a considerable portion of Egypt's wealth are

currently the target of popular antagonism,
f

Recent politicel activities Have centered around negoti-
ations-for the revision cf the AnglouEg§ptian Treaty of Alliance
of 1936, Tﬁese negotistions broke dewn over the question of the
status of the Sudan, although agreement had been reached on the
‘evacuation of British troops from Cairo snd the Delta and a jeint
consultation on the defense of Egyptian and neighboring
territories. Nokrashy Pasha, the Prime Minister? has snnounced

his intention to bring the dispute between Great Britain and

.Egypt to the Security Council in the near future. The protracted

negotliations, their dendlock, and the flush of netionalist
exuberance, occasloned by the final departure of British troops
from Cairo and the belta, have led-to an increase in Xenophcbic
incidents directed primarily against the British. Precccupetion
with the controversy over revision of the 1936 treaty has post--
poned careful consideration of the’Treaty of Friendship,
Commerce and Navigétion submitted to Egypt by the United States

in 1946. Egypt maintains a consistent interest in the Palestine,
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Libysn and North African questions, both direct and through the

Arab League, in which Egypt plays a leading role,

Egypt's mé;or Tlnancial problems arise from the large
holdings of inconvertible British sterling accumulated‘during the
war and the high;y inflationary conditions prevailing, Britain
finenced war expenditures in Egypt through the sale of the
obligations of the British Government to the Natlional Benk of
Egypt. \More than half of the sterling balances is privately
held. Several difficulties conrfront the country in cornnection ‘
with the dissolution of the sterling bloc especially with iespect
to the_convertibility of s;erliné holdings, Since the price '
level in Egypf is three times higher thjn the ofrical‘British
level there is possibility of depreciation of the Egyptian & in
relation to sterling. At present British securities cover 80%
of the Egyptian note circulation. The Egyptiahs want %tc increase
the gold cover of nctés from 8% to 25%, Thgy have been exploring
the possibility orf obtaining an 88 -million stabiiizaéidn credit
but so far have been discouraged by thé United States from making
Tormal application. There is also the question of—%he future of
the National Bank or Egypt, a private bank subject to British
influence with exclusive right of note issue, The possibility of
making it a department of the Egyptian Treasury is undey con-

:

slderation, Emprovement in the organization for the control of

foreign exchange is another problem awaiting solution.

In the past the British tended to attain their objectives in
Egynt through direct political control, but in recent year; their
policy hzs been oné of gradual relaxation of political control
/and strengthening of economic ties. The independence of Egypt
was recognized by the UK in 1922 but cerﬁain restrictions cn its
complete Bovereignty were impoéed. While the UK has orrered
completely to withdraw its troops even from the Canal Zone by

September 1949 os one orf the treaty revision proposale, it will

continue to maintain that the Treaty of Alliance of 1936 remaine
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*+ in force until 1956, unless replaced by a new agreement, In
view of various military and political factors, the British
may decide to establish their main military bases in Kenya
rather than in the Mediterranean arec. Bub even Lf this is'
done, 1esser.installaticns located in the general area of
the Suez Canal are considered essential, In.COnsequence, the
British zre most reiuctant to depért frem the banks of Suez |
Canal until they can be sure of having permanent militery
esteblishments in Palestine or Cirenaica, or both. On the

3 whoie, realizationfof British objectives in Egypt, as in
otner countries of the area, has been 1afge1y accomplished by
support of the ruling pasha class rather than by far-sighted
and vigorous efforts to improve the ebonomic and social welfare

of the bulk of the population,

8ince the bveginning of the century, France hcs sought to

maintain 1ts political and economic objectives through cultural-
influences. Of the smeller countries Greeic commerical‘activities
have been predeominant but divorced from rolitical objec%ives.
.With the opening of the Soviet legation in 1945, the objectives
of fhe USSR have been guardedly but actively in support of
class consciousnese, enti-British and anti--American propagenda
and the spread of communist idedlogy in Egywt. Though

~ recognizing the strategic geographical position of Egyﬁt, Russia
has 8o far mede no overt demands on Egypt itself but hes evinced

an interest in the flanking countires of Libya and Eritrea.

1 - i

I1. ANALYSIS OF ASSISTANCE ALREADY RECEIVED.

The United States has given ne direct economic aid to
Egypt, nor is any large scele assistance contemnleted., Minor
transac;ions in United States surplus property and defense aid
have occurred, which may be said to have no poiitical effect.

In 1846 the United States sold surplus property to Egypt valued‘
2t $7.9 million. Payment in pert is being received in property
for dlplomatic and consular establishmentsf the remainder in
Egyptian pounds will be availlable for United States Government
exvenditures, .
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III, UNITED STATES QBJECTIVES IN THE COUNTRY.

in general our objectives in Egypt are to maintain and
improve ocur historically friendly relations and to encourage
its 1ndepehdent deveiopment. Strategiecally, the maintenance
of the security and integrity of Egypt is necéséary for the
security_of the United States. To the maximum feasible extent,
our stiategic infe}ests in Egypt shculd be safeguaPbded through

~ dupport of and cooperstion with the British.

e ShOﬁld encourage Egypt 10 give full support.to the UN
and 1ts orgenizations, and to utilize the latter. We should
" also encourage Lgypt fo foster liberal trading policies and
to promote humsn freedom and democratic institutions, assist
in improving the welfare of its people by supporting its
requests for sound and needed Tinancial assistance, by making
available our technical, ;qientific aﬁd'educqtional eiperts,
and by otherwise strengthening our educational, informaticnal

!
and cultural programs. Such encouragement and assistance should

assist Egypt to develop along sound lines,

IV. CONSIDERATIUN OF ALTZRNATIVE MEANS OF REACHING OBJECTIVES. '

The United States has no specific program of eccnomic or
political assistance to Egypt as a means of attaining the genefal
objectives abcve. There does not appear need feor extensive
American finenclal aid in connection with economic development,
‘the impetu; and planning for which should come from the
Egyptizns themsel?gs. However, the United Staﬁes should be
Prepared to advancé these developments by encouragemeﬁt on the

political level, end by means of technical assistance.

The principal problem faced oy Egypt %p finéncing cepital
development lies in the factAfhat while a creditor country, her
foreign exchange assets are in sterling. Negotiations with the
British are now in progress with respect té both scaling dcwn
thé balance of about 450‘hillion sterling,and the terms of
liquidation of the remcinder. To date no settlement hos been

reached on either issue, At best Egypt can expect to obtain
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ligquidation of thesé assets at the rate of a small percentage
per féar and may well require such sterling ss is available
over and'qbove current earnings to meet_curr§nt consumer goods
requirements in the period immediately sherd., Thus any sub-

3 . etah£;él capital requirements will probably have %o be financed
from abroad. However, there is e#ery reason to assume thot
these recuirements may be financed through private channe;s

or established international lending agencies,

Small leans for specific projects such as the contemplated ©
hydro-electric and nitrate plant developmeﬁt at Aswan dém and
' the Tertilizer plant in the Delta appear to be of the .general
fype which might be financed by the Internaticnal Bank or

possibly the Export-Import Bank,’

A program of sssistance in the cultural, informetional and
technical fields would be useful in attaining United States
objectives in Egypt. Such a program might cons{Et of:

1. The limited interchange of scholarships for
capable and otherwise sultable Egyptian studepts to do
specialized work in American universitiesjin such fields
as sgriculture, medicine, public health, government, sccial
studles, engineering;

2. Fellowships for suitable U.S. professors an@
specialists ‘%o éork in Egyptian universities;

5. Fellowships for suitable professors and specialista
from Egypt to do research or speclalized training in the».
U.8.;

4, Assistance to phe American University of Cairoi

5, Intensified public relations and informational
program; and -

6. A program of translation in Araﬁic of basié
American works designed to bring sbout a better under—
standing of the U.S. among Egyptians, \

- 6 - Enclosure
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This progrom shoulﬁ; inSOfar as possible, be finesnced by
funds made avallable through the preovisions of the Fulbright Act
which would utilize run&s derived from the szle of surplus
property in Egypt: For this purpose it is contemploted that
the total sum of $3.3 million‘will be utilized; arising from
the sale of surplus property to EgYpti
v, MAGNITUDQ,-_NA%RE 4l

WITHIN THE NEXT TiR
OBJECTIVES: :

he magnitude; nature and timing of the meacsures fequired
in the next three to five years will depend upon the availability
of funde and the development of Egypt'!s internal and inﬁernational
situations, As stated above, 1t is expected that the total of
"Fulbright moﬂéy“ available for Eg&pt will e §3,3 m@llion.

VI. PROBABLE AVA&LABLLITV OF ECCNOMIC AID ﬁROM ElISTING SOURCES
UNDER PRESENT POLICIES.,

As hes already been stated, Egypt should be able to flnance

its development, During the war the Egvotian Government announced
a plan for the conversion of the external debt and in 1944 repald
the Ottoman tribute ioans and the externasl consolidated debt.
The internal debtrin 1946 amounted to EL 102 millicn. In
addition there were indirect liadilities of EL 45 million for

’ railvays and dredging. However, the government has established

a cumulative surplus of EL 68 million with which to finance

a portion of its post-war .development program, and is in a

favorable position hith respect to both internal and external

]

debt.

Other sources of assistance are the International Bank, The
Export-Import Bank, and the International Monetéry Fund. The
International Bank may be expected to ‘assist in finsncing sound
projects which cannot be met by private investors on their owﬁ
account. The Export-Import Bank may also assist in financing'
in@ividual, well-rlanned industrial projects in Egypt which

will facilitate sound eccnomic development. The Monetary Fund
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will assist in promoting exchange stability and in meeting

short-term maladjustments in the balance of payments,

VII. ADDITIONAL MEASURES REQUIRED FROM THE UNITED STATES.

No additional measures of assictance are required from
! the United States. A possible reouest for eften51ve dollar
credlts for mllltary expendltures for equlvmenu should be

refused,

VIII. NATURE OF AXCANGEMENTS WITH THE YOREIGN GOVERNMENT TU
' ABSURE ACVOMPLLSHMENT OF OUR_OBJECTIVES IN TAKING SUGH
QIASUQES

Nene 1s necessery,
A

IX. EFYECTS UPON THE COUNTRY AND UPON ‘UNITED STATES FOREIGN
FOLICY IN U,S. RLPUSAL TG GCRANT AID OR OF FAILURE OF
PQOGRAJ UNDERTAKEN.

If the Unlued States qbngress should reduce the OIG program,
the nrestige and influence bf the United States would be impairédl
The program of technical aas_»tance wculd be definitely

jeonardized.

v

X. PUSSIBLE EMERGENCY SITUﬂ”IUNS WHICH SHQULD :E ANTICIPATED
AND RECUMI{ENDED COURSE _GF ACTIUW OF Tni UNITED STATES.

An emergency‘81tuatlon in Egypt might arise out of one
or moe of the folioWing occurrences:
1. Russian hostilities.
2. ,beneralﬂArab uﬁrising growing out of a pro-Zicnist
soluticn of the Palestine problem,
' 3. A popular revclt touched off by fallure of the U

to reach g eatlsfactory soluticn or the Anglo-Egyotian

preblem. _This might be dirscted againsgt the British, the .

ruling class or the bresent government and might bé preéi~

pitgted by pro-communist influences, religicus or natiénalist
ext;emists. '

In the even or an emergency ce sed by internal levclt in pgwb
United States as Sistance should continue, rending a reappralsement
of the situation.

Should Russian hotilities bresk out, the retentlfﬂ ¢f Nerthern
Egypt and Sinai would constitute the 1n1tial qtrateglc redquirement

-

of the United States,
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